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Ensuring provinces have sufficient revenues to carry out their responsibilities is the central 
challenge of fiscal federalism in Canada. For persistent structural challenges, we have 
equalization; for temporary shocks, we have stabilization.  

Sharp revenue declines in Alberta, Saskatchewan, and Newfoundland and Labrador recently 
raise the question of whether current stabilization policies are sufficient. Alberta revenues, for 
example, dropped nearly $7 billion from 2014-15 to 2015-16, largely on account of low oil 



Tombe, Trevor   Stabilization Policy in Canada: A Proposal for Reform                          Page   2 
 

Paper 2019 - 04  ã IIGR, 2019 

• 1989-1996: Multiple payments to nine of ten provinces totalled $2.8 billion (in 2018 
dollars). 

• 1995: The 5 percent deductible on non-resource revenues was reinstated. 
• 2015: Alberta and Newfoundland and Labrador receive a combined $283 million. 

Today, the calls for reform are loud in provinces like Alberta but few provide coherent proposals 
beyond eliminating the $60 per capita limit. There are better options. 
 

Principles for Stabilization Policy Design 

There are some first principles upon which stabilization policy in particular, and fiscal transfer 
arrangements in general, should be built. Consider the words of Mitchell Sharp, former federal 
finance minister and the person responsible for many of the federal transfer arrangements we 
have today. In 1967, he outlined six principles that should govern fiscal arrangements in Canada; 
three are relevant for stabilization policy. I paraphrase them here. First, fiscal resources should 
be sufficient to discharge federal and provincial responsibilities under the constitution. Second, 
federal and provincial governments should be accountable to their own electors for their taxing 
and spending decisions, and each should make decisions with due regard for their effect on other 
governments. Third, policy should be uniform in its application across provinces.  

Applying these principles is not straightforward. If a province’s revenues collapse – for example, 
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A Proposal for Reform 

To provide federal insurance for provincial revenue, but to minimize moral hazard concerns, we 
should consider only changes in provincial revenues due to factors beyond their control
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Figure 1: Standard Deviation of Annual Fiscal Capacity Growth Rates, 1982-2017 

 



Tombe, Trevor   Stabilization Policy in Canada: A Proposal for Reform                          Page   5 
 

Paper 2019 - 04  ã IIGR, 2019 

This is but one option. The 5 percent deductible could be lowered to provide a better buffer to 
more provinces. If the threshold were set at 4 percent, Ontario would have received over $600 
million in 2008 – a bad year for the province where they received no stabilization, although they 
did receive equalization from 2009 until 2018. Instead of insuring only one-year changes, the 
formula could also use two-year or three-year moving averages. This could nicely bridge 
between the equalization and stabilization programs, with the former based on a three-year 




